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84 Reviews of Books [March 

Goodwill. Its Nature and How to Value It. By P. D. Leake. 
(London: Gee and Company. 1914. Pp. 24.) 

The author first considers briefly the original use of the term 
good-will and the definition usually given therefor, which he con- 
siders too narrow in that it relates only to ready-formed con- 
nections with customers and fails to take into consideration the 
frequent purchase of good-will in embryo. Good-will in its full 
meaning, as used by the author, comprises the value lodged in 
(a) rights to carry on industrial and commercial enterprises, 
with the benefit of current contracts, including leases, and the 
use of trade-names, and trade-marks; (b) patent rights; (c) 
copyrights; (d) rights to exercise monopolies; all of which, with 
the possible exception of the last-named, represent existing values 
traceable to the exercise in the past of personal industry, skill, 
and ability. 

Having in mind the above-stated limits to the field in which 
good-will operates, Mr. Leake says : 

Goodwill, in its commercial sense, is the present value of the right 
to receive expected future "super-profits," meaning the amount by 
which future revenue, increase, or advantage, to be received, is ex- 
pected to exceed any and all expenditure incidental to its production. 

Inasmuch as money can always obtain a normal annual wage 
without the payment of an initial premium the vendor of good- 
will is entitled only to the present value of an annuity equal to 
an annual share of future super-profits, i.e., the profits after de- 
ducting therefrom the amount sufficient to pay the normal rate of 
interest on the investment. 

Super-profits seldom exist permanently nor can a purchaser 
reasonably expect to acquire the whole benefit of future annual 
super-profits ; therefore the vendor is entitled to be paid only 
the present value of an annuity equal to the share which he is 
able to transfer and deliver to the purchaser. Granting this 
premise, the computation of the value of good-will becomes, in 
the author's view, a relatively simple matter, although he recog- 
nizes the difficulty of determining the number of years during 
which super-profits may fairly be expected to continue as the 
result of the work already done and the influence of the vendor. 

The personality of the buyer is also a factor having in some 
cases an important bearing upon the value of good-will while in 
others it is relatively unimportant. In the purchase of the good- 
will of a professional practice, for instance, the personality of 
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the buyer is of extreme importance while the good-will of a steel 
company might readily pass from one group of owners to another 
group without any material effect upon its value. 

Up to this point, Mr. Leake has succeeded in clarifying the 
atmosphere and clearly stating the principles underlying the valua- 
tion of good-will ; and in so doing he has performed a useful service 
to economists, accountants, and business men alike. There will 
always be ample room for differences of opinion, however, in de- 
termining the period during which profits may be expected to 
continue at a given level ; thus the purchase and sale of good-will 
will probably always be dealt with on a more or less rough 
and ready basis of value rather than upon anything approaching 
a truly scientific one. 

A further point of controversy certain to arise in attempting 
to apply the principles of valuation laid down by Mr. Leake is 
the determination of a normal rate of interest on the capital in- 
vested. There may be such a thing as a normal rate of interest 
but certainly it does not lend itself to ready identification. 

Mr. Leake's definition of good-will will serve to stimulate thought 
even though it probably will not gain general acceptance at once. 
His effort to reduce to a formula the method of computing the 
value of good-will is not likely to prove very helpful in practical 
affairs because of the uncertain factors involved. However, the 
whole subject is worthy of more general study and Mr. Leake's 
brief paper provides at least a good starting point for further 
consideration. 

J. E. Stekbett. 
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